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STATEMENT REGARDING FEDERALLY SPONSORED RESEARCH OR 
DEVELOPMENT 

Not applicable. 

BACKGROUND OF THE INVENTION 
Field of The Invention 

This invention relates, generally, to environmental audits, and specifically, to a 
method for performing and reporting the results of an environmental audit for commercial 
property and/or services. 

Description of Related Art 

The practice of performing an environmental audit has existed for long time. In recent 
years, it primarily has been performed via two acceptable "standardized" methods. One is 
called "ASTM Phase I Reporting Procedures, " which involves the generation of a Phase I 
Report. The other standardized method involves customized requests and/or requests for 
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review of specific state or federal records. The latter method does not necessarily require 
adherence to ASTM procedures, but instead requires adherence to a customized set of 
procedures. Performance of customized reviews are usually conducted in association with, 
and often expound upon a portion of a Phase I Report. 

Both of the aforementioned types of reports provide technical measures and liability 
exclusions but fail to disclose key information that clients need. In addition, environmental 
liability has increased so much that the aforementioned reports become vague pieces of 
paperwork that cite no specific recommendations or firm conclusions, mainly because of the 
tendency of environmental consultants to disclaim liability for certain conditions, including 
without limitation, unknown or hidden conditions. 

Oftentimes, service industries and companies decide not to perform "due diligence," 
because of the costs associated with a Phase I report. More reviews would be conducted if 
information regarding compliance requirements, state permits, and future compliance was 
available inexpensively and in a format that is easy for non-environmental professionals to 
understand. 

What is needed is a method of performing an environmental audit that is applied 
consistently to financial, underwriting, and other types of transactions and that results in a 
report that is useful to the bank and its customers and is easy to understand. 
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Objects of The Invention 

It is an object of the present invention to provide a method of performing an 
environmental audit and summarizing the results in a report that can be used consistently 
with commercial loan applications. 
5 It is another object of the present invention to provide a method of performing an 

environmental audit and summarizing the results in a report that provides a concise numerical 
or alphabetical representation for the environmental risk associated with the property, service 
operation, current state of compliance, and future compliance obligations of a business. 

It is another object of the present invention to provide a method of performing an 
10 environmental audit and summarizing the results in a report that is inexpensive compared 
with current review practices. 

SUMMARY OF THE INVENTION 

The present invention discloses a method of performing an environmental audit and 

1 5 summarizing the results in an easily understandable format. The method includes a business 
service that is offered to banks and other clientele as an environmental audit report that will 
detail current environmental problems and will assist in curtailing future problems. The audit 
report may be established in directly in response to a customer's request for an audit, or in 
response to a request for a commercial, residential, or other loan application (not currently 

20 required for residential), renewals, and/or extensions of credit. It may be paid for by the 
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client through established closing costs within the loan transactions, when applicable. These 
costs would raise the closing costs a very small amount, when compared to other kinds of 
reports, and could be kept to a minimum if the bank wishes to take advantage of economies 
of scale by having a single auditing firm perform environmental audits for all customers of 
a single bank. The exact cost associated with an environmental audit depends on the regional 
area, the volume of audits being performed, and other factors. 

The disclosed method includes, but is not limited to, the following features: 

A report with a "score" of environmental risk pertaining to four set standards, namely 
property, service, compliance, and future compliance obligations. 

Accounts are set up with banks as partners and with local offices in each state. 

A report is included in standard liability reviews of closing costs and provided to the 
client, which may generate future work and/or provide incentives to the client future to solicit 
work on the property in question. 

Report costs are lower and are more acceptable because the limitations of the liability 
end at the review. This is an important key feature because the costs associated with auditing 
reports generated using traditional methods include a significant investment for liability 
assumptions. In this latter case, the insurance liability fees of the environmental firm are 
passed to the client, and the client, in turn, is not provided with any expanded and 
particularized recommendations because of the litigious risks associated with such 
recommendations. 
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The environmental audit report generated by the Applicant's method may be used on 
a frequent basis. For example, the method of the present invention may be used in 
connection with all loan transactions across the board for a single bank, thus decreasing costs 
to banking customers and/or the bank client, who would otherwise be charged independently 
for each standardized or customized audit. 

These and other objects, advantages, and features of this invention will be apparent 
from the following description. 
BRIEF DESCRIPTION OF THE DRAWINGS 

Fig. 1 is an example report generated according to the present invention. 

Fig. 2 is a report production schematic. 

Fig. 3 is a chart showing how services according to the present invention may be 
charged. 

Fig. 4 is a comparison of existing environmental audit methods to the present 
invention. 

Fig. 5 is an example final report generated according to the present invention. 

DETAILED DESCRIPTION OF THE INVENTION 

The method according to the current invention is the result of a focused effort to 
streamline the process by which lenders identify environmental liabilities without having to 
thoroughly understand the associated body of environmental laws and technical regulations. 
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The method involves producing an environmental report that provides an easy-to-understand 
numerical, alphabetical, or colorful "score" as a feature of the report. The actual algorithm 
for converting a set of information into an appropriate score is not crucial to the invention, 
as any number of methods are equally viable. The important aspect is that the scores be 

5 consistent between applications of the method and that the score be representative of the 
environmental risk associated with a given property and/or service. 

The practical information in the auditing report benefits the bank (or other lender) by 
providing liability dissipation and is an enhanced service to the bank client, because it 
provides a broadened concept of the ways in which a company can maintain compliance with 

1 0 environmental regulations. The current method provides liability to the extent of the search 
and limits the liability as would a search performed by an independent title company. 

The present invention offers a solution to a problem that is prevalent in today's 
litigious arena, which has forced banks, bank customers, and service providers to become 
familiar with the ever-expanding environmental programs and regulations. The invention 

15 takes technical information, digests the technical information into a simplified format, and 
makes the simplified format available to small firms, thus providing a value added service 
to bank customers. It also allows banks to increase their profits on closing costs associated 
with the loan and limits the bank's liability on its insurance. The present invention also has 
a humanitarian impact by providing a way to educate people as to the risks associated with 
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environmental harms and the seriousness of environmental issues in their lives and 
businesses. 

The present scoring system, which is referred to commercially as the "EnviroScore®" 
scoring system, is an innovative approach to evaluating environmental liability associated 
5 with services and real property. The system allows banks to become "partners" in the 
theoretical sense. This is because the banks gain a mutual benefit and can make additional 
funds per transaction in terms of "fee income," especially if banks choose to maximize 
profits by having a single environmental auditing company perform environmental audits for 
all loans processed in a bank for a reduced fee. This concept, referred to as a "bundling" or 
10 "across-the-board" approach, has not heretofore been applied in connection with 
environmental audits. One advantage of the bundling or across-the-board approach is that 
all environmental audits are performed by a single, unbiased, auditing company employing 
a standardized system of review. 

Scoring is a systematic approach that most bankers like and have become accustomed 
15 to using. The scoring approach is integrated into the generated report for interpretation by 
lenders and allows items that could be considered economically unfeasible to be reviewed 
with relative ease. The report can serve as an add-on to Environmental Phase I Reports. The 
report focuses on, but is not limited to, activities within the scope of state regulation. 

The method categorizes the environmental risk associated with a business or piece of 
20 property into four distinct categories. Environmental risk is defined as the potential costs 
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and/or liabilities that may be incurred in the future, discounted by the likelihood of such costs 
and/or liabilities actually occurring. A numerical score may be assigned to each of the four 
categories, or alternatively, may be assigned to the review as a whole. In addition, a specific 
code, color, or other indicator may be assigned either with the score or alone, for purposes 
of signifying a particular score or environmental condition. An indicator is particularly 
important because of the high turnover rate of loan officers. Thus, a simple indicator on an 
environmental audit makes it easy to both identify the level of environmental risk associated 
with a given property and retrain new loan officers in evaluating environmental audit reports. 
A description of each category is set forth in the following paragraphs: 

( 1 ) Land associated risk . The first category pertains to the land or property on which 
the business stands. The environmental risk associated with the land is rated according to 
such criteria as: the environmental history of the land, the situs of the land, the proximity of 
the land to hazardous areas, the use to which the land is put, the topography of the land, and 
other factors well known in the art, such as one or more factors set forth in the ASTM 
guidelines. 

(2) Business or service associated risk . The second category pertains to the service 
operation of the business. Factors that may influence this rating include the historical 
liability risk associated with the particular service(s), and other factors well known in the art. 
For example, a gasoline service station is a type of business that is known in the art to pose 
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a high environmental risk, whereas a shopping center is a type of business that is generally 
considered to pose a low environmental risk. 

(3) Current status or regulatory compliance . The third category pertains to the current 
status of regulatory compliance. This factor involves a review of the state and federal 

5 requirements, current permits, and other regulatory documents held by the business, 
evaluating compliance with each. For example, the existence of an outstanding enforcement 
action or the failure to submit discharge monitoring reports on a timely basis are two 
conditions that are likely to receive negative risk ratings in this category. 

(4) Future regulatory compliance . The last category pertains to future requirements 
10 for regulatory compliance. This category requires the auditor to interpret and evaluate the 

amount and volume of compliance necessary for in order to ensure maintenance and 
compliance with any permit issued or regulation promulgated by a regulatory agency. 

In order to assess the risk associated with each of the above four categories, the 
auditor will necessarily have to assign risk to different pieces of information that are 

15 discovered within each category. If a numerical score is used as a risk indicator, the scale 
may be any standardized scale, such as a scale from 0-100. If an alphabetical score is used 
as a risk indicator, then the scale may be any alphabetical character from A-Z, any 
combination thereof, or any combination of numerals and alphabetical characters. If a color 
coded scale is used, then the scale should range in color from dark, or subtle colors 

20 (indicating low risk) to bright colors (indicating heightened risk). 
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Regardless of the chosen indicator, the method of the present invention requires the 
auditor to assign a standard score, alphabetical reference, or color to common environmental 
problems. For example, if a numerical scale of 0-100 is used, a score of minus ten (-10) may 
be assigned for an environmental enforcement action that is pending at the time of review. 
The actual score could be higher or lower, depending on the severity of the particular 
enforcement action. The -10 score would be added to the other scores assigned for the 
"current status of regulatory compliance" category and a final score for that category would 
be tallied and included in the final report. Of course, the auditor may develop his or her own 
set of standard scores or a universal database of standardized scores may be developed for 
use by a pool of auditors. 

The report generated according to the disclosed method may contain other 
information as well. It may provide an explanation of any low scores and may list the types 
of permits that may be required based upon the specific Standard Industrial Code (SIC) and 
type of business. The report may also list recommendations based on the review, including 
possible avenues of raising or nullifying existing concerns. The method also provides for the 
availability of discounted services for other needs, such as, permit applications, compliance 
and Best Management Plans (BMPs). 

Figure 1 shows a sample report generated according to one embodiment of the present 
invention. Section 1 shows the composite score of environmental risk. The composite may 
be arrived at in many different ways. For instance, a score (e.g., ranging from 0-100) for 
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each of the four categories may be generated in a mechanical manner based on a checklist 
of items specific to each of the four categories. In one embodiment, the checklists may be 
based on the ASTM guidelines for environmental assessment reports and/or may include 
other items significant to a particular type of property or business. A final score may be 
achieved by averaging or adding each individual score within a category and then summing 
all categories to obtain the final score. 

In an alternative embodiment, interim "raw" scores may be generated by either a 
computer or a technician, then reviewed and adjusted as necessary by a knowledgeable 
person who is familiar with all of the facts surrounding the property or business. Of course, 
the use of an additional person to review raw scores may make the environmental audit more 
arbitrary and slightly less reproducible than an audit performed without a final review 
official. However, final review may be necessary in order to highlight and address special 
circumstances that may arise. 

Section 2 of the report in Figure 1 shows a breakdown of the score according to each 
category. Section 3 contains a section for explanation of low marks. Section 4 provides a 
listing of the auditor's recommendations, which may be based on particular items noticed 
during the audit. Section 5 lists discounts, financial or otherwise, that are available to those 
who receive an audit according to the present invention. Section 6 is an area reserved for 
general notes, and Section 7 sets forth the various limitations of liability for the bank and the 
bank customer. 
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The audit will be tied to all commercial transactions at banks and added to the regular 
customary costs incurred by the client as part of the bank's closing costs. Some banks may 
allow the audit to be performed on a voluntary basis, or alternatively, the customer may be 
allowed to decline the environmental audit services. If the customer declines the audit 
5 services, the bank will likely insist on an appropriate waiver. 

Figure 3 shows how costs may be structured. The method may include three levels 
of services, shown here as A, B, and C. The core services are A level, subsidiary are B level, 
and secondary environmental needs are C level. 

Figure 5 shows an alternative format for the final report. In this embodiment, only 
1 0 the composite score is shown. Other sections displayed include records, findings, corrective 
action, and other. 

The above described method is an innovative and pioneering approach to providing 
an overview of environmental liability and compliance for services and/or property. The 
score feature simplifies a business' understanding of potential environmental issues with a 
15 client. It is provided as an avenue to contain risk from environmental liability as 
environmental compliance and regulations become more complex on the state and federal 
levels. The method and report exceeds FDIC regulatory requirements and is designed in part 
to follow the FDIC environmental due diligence program. 

The main emphasis of the method is to provide banks and their lenders (or insurance 
20 companies, venture capital groups, etc.) an opportunity to review a concise report before 
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completing a transaction. The method could also be used by insurance companies, venture 
capital groups, etc. in evaluating the risk associated with the issuance of a particular policy, 
the purchase of a particular asset, etc. In the latter case, the score or indicator could be 
formulated upon review of all relevant indices, but may not always involve collateral review. 
The score for some industries will serve as an environmental credit review for businesses or 
individuals. If demand is sufficient, an "environmental audit database" could be established 
as a warehouse for the storage of environmental audit information relevant to a particular 
property or service. The environmental audit database would function in a manner similar 
to the Dunn & Bradstreet credit database, and environmental auditors could perform reviews 
of the database for customers as a lower priced alternative to obtaining a Phase I study or 
other standard environmental audit report. 

If the environmental audit method is used by a bank, then the cost of performing the 
audit may be paid by the client through closing costs. Some banks will consider the policy 
as voluntary - although the bank may require the client to sign a waiver exempting the bank 
from liability in such cases. This latter arrangement will curtail attempts to place liability 
with the bank for environmental problems and may lower bank liability premiums as a result. 
More than likely, clients will not exempt the bank from liability and will want to have the 
bank conduct the search for purposes of avoiding personal liability. These and various other 
advantages over and differences between the prior art are shown in Figure 4. 



816878J 



Page 13 of 16 



The costs of performing the environmental audit according to the present method will 
vary, depending upon the regional area in question, due to each state having its records 
system distributed over a wide array of offices. The bank may choose to increase or decrease 
the costs associated with the audit, depending on state laws, state policies, and local labor 
costs, all of which may affect the cost of performing the audit. These types of rate increases 
represent another advantage of the present invention, which effectively adds revenue to the 
bank. The method may utilize subcontractors or a corporate office may be established in all 
50 states. Figure 2 shows a schematic of report production, including a regional operations 
overview. The method is cost effective in that each report is generated based on the criteria 
most relevant to the property at issue. The research is concentrated so that it is tailored to the 
specific type of property. For example, the history of the land will determine how much time 
should be allocated to reviewing historical permitting and other data. If little time is needed 
in this area, the level of detail in other areas may be increased. 

The method includes the use of an interactive web site that communicates with each 
banking and/or client's Internet or Internet system. The pertinent information and copies are 
sent to a database warehouse where auditing technicians will retrieve information and 
distribute it to the proper personnel, oftentimes on a need-to-know basis. Once the auditing 
staff receives information, it will be forwarded to a preliminary isolation system, which is 
devised to narrow the search based upon compliance and/or permit criteria within the region. 
In one embodiment, the preliminary isolation system involves the use of a computer program 
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or headquarters auditing personnel to screen information and forward only the necessary 
information to regional offices, where the auditing services will be performed at the local 
level. This arrangement will ease the burden associated with the regional or local search. 

The method of the present invention also includes a system that will provide real-time 
review transmission via PDA tablet system to the database for submission of records 
reviewed and analysis of the search. The resulting record may be distributed to the 
headquarters office for further distribution of information to the bank, bank customer, or 
other affiliate of the financial institution. The scoring system simplifies to the greatest extent 
possible the environmental review for compliance liability. 

Typical bank transactions have several items that are performed prior to closing or 
approval of the loan. For example, a credit report, title search, and/or insurance assessment 
and appraisal are usually performed prior to closing. Obviously, all of these factors are steps 
in the loan underwriting evaluation. If problems are perceived in these areas, then the lender 
is informed and either the issue is resolved or the bank declines the loan. If the risk is too 
high, the bank may decide not to grant the loan and lose any costs invested in the transaction 
prior to closing; however, the savings of the reduced liability by rejecting a risky loan 
application can be tremendous. 

Increasingly, many banks have seen environmental liability occur mainly because of 
records discrepancies and not from the actual "physical exposure." The mere nonsubmittal 
of proper records or missing records by a regulated entity can increase the liability associated 
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with a particular transaction, because it provides an informational void in the compliance 
history, which may be interpreted as a liability, even if no environmental issues exist at the 
site. Paperwork discrepancies can account for loans not being renewed or a rejection by 
another bank for refinancing. This can prove disastrous for the bank client and the bank 
itself. 

Even environmental consultants have a difficult time with multi-media issues. 
Nevertheless, lay people as well as consultants are charged with the task of learning and 
understanding the environmental statutes, rules, and policies on their own, which is a truly 
daunting task. As described above, the foregoing system provides a method to simply the 
technical jargon and assist banks, clients, and consultants in addressing this problem and 
reaching a streamlined and efficient solution. 

There are of course other alternate embodiments that are obvious from the foregoing 
descriptions of the invention, which are intended to be included within the scope of the 
invention, as defined by the following claims. 
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